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TIPS FOR BUSY READERS
MARY J. McCANN, CPA

recommends future reconsideration of the prob
lem by the Treasury Department to avoid in
equities and unreasonable hardship.
The article contains excellent footnotes and
references which should prove invaluable as a
starting point in any required research.
D.L.B.
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Long-Range Profit Planning, National Asso
ciation of Accountants Research Report No.
42, December 1964.
Because of management’s growing awareness
of the need for a long-range view of a com
pany’s future and because of widespread inter
est in formalized long-range profit planning,
this study was initiated to bring together and
review the results of companies having success
ful experience with this type of planning. The
primary objective of the report is to assist the
accountant in understanding and using longrange profit planning so that he may be able
to make his full contribution to this important
area of management activity. Planning is
treated from the financial point of view, and
the accountant’s participation in the planning
process is stressed throughout.
Long-range profit planning is defined as a
systematic and formalized process for direct
ing and controlling future operations toward
desired objectives for periods longer than one
year. The distinguishing feature of long-range
profit planning is the emphasis placed on
profits as planned objectives of the business
rather than just the financial residue of com
pany operations.
In the preparation of the report, literature
relevant to the subject was reviewed, and field
interviews were used to collect information
about current practices. Numerous examples
of information gained in the field interviews
are given in the report.
As a result of the field study, it appears
that the idea of tying a comprehensive plan
of company operations to a definite long-range
profit objective is relatively new for most com
panies. Two-thirds of the twenty-five com
panies interviewed reported that planning had
been introduced since 1956 and about onehalf had adopted long-range planning pro
grams only within the past three years.
Although it was discovered that a dispropor
tionately large number of big companies were
among those practicing long-range profit plan
ning, the principles and practices presented in
this report have general applicability to both
small and large companies.

"The Interest Equalization Tax Act,” Patrick
J. Murphy, The Journal of Accountancy,
January 1965, Volume 119, No. 1
If you have followed the development of
H.R. 8000 through its many amendments and
final passage as the Interest Equalization Tax
Act, you are well aware of its tremendous im
pact on the field of foreign investments. If
you have clients with problems within this
area, it would be advisable to read this article
as every phase of the act has been gone into
thoroughly.
The author discusses the motivation respon
sible for enactment, the tax itself in general
terms, and then proceeds to deal with certain
limitations, nontaxable acquisitions and ex
emptions. Mr. Murphy’s treatment of the sub
ject matter is particularly noteworthy in that
he has related specific sections of the Internal
Revenue Code to the factors responsible for
their inclusion. The value of this approach lies
in the emphasis of basic tenets which serve to
put the reader on notice of the tax possibilities
inherent in any contemplated transaction.
Many of us by now are familiar with cer
tification on brokerage statements as to prior
American ownership of foreign securities pur
chased, and with the fact that such transac
tions are exempt. Even though no certification
has been given, however, certain misconcep
tions have arisen as to exempt status. Where
the investor has utilized income derived from
foreign sources to make further foreign in
vestments the feeling has prevailed that such
transactions did not come within the purview
of the act. Mr. Murphy indicates that these
investments are subject to the tax although he
12

The report is divided into two parts. Part I
deals with the purposes of long-range profit
planning and stresses the importance of the
long-range view. It discusses how and why
companies use long-range profit planning and
the time dimension. It points out that the
time-span used most often ranges from five to
ten years, with five years being the period
most commonly used. It states that those com
panies where the introduction pf long-range
planning was most clearly identified with top
management were the ones where the plan
ning was considered most effective.
Part II discusses several methods of setting
objectives, long-range market planning, man
power and facility planning, and financial
planning. The ideas presented in this part are
basically that long-range planning for profits
necessitates a knowledge of future business
conditions based on an accurate long-range
economic forecast, and a long-range forecast
of the size of the total market and of the
company’s market share and product sales
volume. A company also needs to coordinate
its physical facilities, organization and man
power with its future needs; and, finally, it
needs basic overall financial policies to guide
long-range planning. Everything that affects
the successful operation of the business should
be taken into consideration.
Planning alone does not bring realization of
planned results; therefore the majority of the
companies participating in the study use, in
addition to the long-range profit plan, a shorterrange control and follow-up by means of an
nual budgets and a routine reporting system.
M.E.B.

his words (from the preface), “when other
factors seemed to be about equal, the article
chosen was from the periodical thought likely
to be least accessible to the average student.’’
Among the articles selected are excerpts
from the familiar “An Introduction to Cor
porate Accounting Standards” by W. A. Paton
and A. C. Littleton, excerpts from the inven
tory pricing chapter of Accounting Research
Bulletin #43, and the NAA Research Series
Numbers 10, 19, 22, and 25. Also included
are articles from the NAA Bulletin, The Na
tional Public Accountant, The Controller, Busi
ness Horizons, Advanced Management, The
Accounting Review, The Arthur Andersen
Chronicle, Harvard Business Review, and The
Journal of Accountancy. Some of the better
known authors are S. Paul Garner, William J.
Vatter, J. S. Seidman, and Joel Dean.
Controversial topics are covered from both
sides of the question. The articles range from
strictly historical to highly theoretical, from
argumentative discussion to statistically ori
ented, and from general situations to specific
company studies.
One of the most useful aspects of this com
pilation may very well be the supplementary
bibliography of ten pages included at the end
of the book. This volume is certainly a val
uable addition to the accountant’s library be
cause of its adequate coverage of otherwise
widely-scattered articles on the managerial
aspects of cost accounting, budgeting, and
control.
M.E.D.

“Accounting for Funded Industrial Pension
Plans,” David O. Jenkins, The Accounting
Review, July 1964, Vol. 39, No. 3

Readings in Cost Accounting, Budgeting, and
Control—Second Edition, edited by William
E. Thomas, Jr. South-Western Publishing
Company, 1960. (Sponsored by and pub
lished under the auspices of American Ac
counting Association).
This collection of readings is divided into
four main sections. Section A covers back
ground and theory; Section B is devoted to
problem areas of accounting for product and
period costs; Section C pertains to problem
areas of planning and control; and Section D
discusses reports to management. Mr. Thomas
uses three criteria for selecting articles for
this book. First, he made every effort to find
articles which would be of high intellectual
quality and challenging to the reader. His
second criterion was coverage. He deliberately
omitted many topics which are adequately
handled in the various cost accounting text
books generally available in order to have ad
equate space for budgeting and control topics
emphasizing the service-to-management ap
proach. His third criterion was accessibility. In

This article suggests improvements in ac
counting for the resources accumulated to pay
pensions and generally held by trust or insur
ance companies. The author points out the
accounting problems and the inadequate re
porting of trusteed pension funds whose assets
had a market value of $40.3 billion in 1962
and a reserves book value of $21.6 billion.
Many companies do not specify in their an
nual reports whether their pension plans are
funded or the basis of funding. Companies
sponsoring funded plans generally record the
required annual contribution as the pension
cost for the current period. The first account
ing problem is to measure actual earnings of
the fund (both recurring interest and dividend
income) and, secondly, capital gains. The
problem regarding regular interest or dividend
income is the proper treatment of bond pre
mium and discount, stock rights, and fractional
stock dividends.
For the problem of reporting capital gains
three possibilities are suggested: immediate
13

when language usage changes. The key term,
or descriptor, system has certain disadvantages
in that the English language contains many
words which are spelled alike but which have
different meanings. (“Bank” may refer to a
financial institution or to land bordering on a
river.) Thus the scan area may be enlarged.
But the keyterm system offers a number of
advantages for indexing and querying in a
document collection where user needs are
diverse.

credit, restatement of prior years, or adjust
ment of future years. Each of these possibil
ities deals with symptoms instead of solutions.
To avoid accounting for capital gains in a
single year when securities are sold, such gains
should be recognized as market value in
creases. This treatment is a departure from
the generally accepted cost basis of valuing
investments, but why should an employer be
forced to sell securities for the sole purpose of
gain recognition which has already taken place?
Suggestions for measuring value changes of
securities are: (1) valuing at current market
prices on a specified inventory date as re
quired of profit-sharing plans; (2) valuing at
a moving average of market prices to reflect
a trend without undue influences of short-run
fluctuations; and (3) valuing at book values
increased annually by a specified rate in order
to recognize long-run growth in value. As
pension fund investments are held for longrun objectives altered by short-run decisions,
the most useful approach in revaluing invest
ments and measuring related income would be
annual adjustments to current market prices.
In conclusion, possible improvements in ac
counting for funded industrial pension plans
are summarized below:
(1) Capital gains and losses should be rec
ognized as they accumulate by annually
revaluing investments at current mar
ket prices.
(2) Since contributions into a fund are
predicated on an estimate of earnings
the fund will produce, any variance of
actual income from the estimate should
be reported as income or expense in
stead of pension cost adjustment.
(3) The discount rate used in determining
fund contributions should be disclosed.
(4) If fund contributions may be inad
equate to meet pension obligations,
these factors should be disclosed.
(5) Inadequate disclosure practices should
be rectified, and the basis of funding
should be clearly disclosed.
C.G.F.

Subject classification may force documents
into non-relevant categories as knowledge ex
pands beyond the limits of predetermined sub
ject classes or as indexers err in classification.
The user may be forced to estimate probable
categories selected by the indexer. A keyword
system is less subject to error. When there is
no predefinition of subject matter, the index is
not affected by changes in definition. The user
does have to predict enough keywords to lo
cate desired documents. Although the index
function in a keyterm system is relatively sim
ple, the query function may be more difficult,
for an information category must be named by
selecting a vocabulary.
According to the author, computerized re
trieval systems of the future will allow the
user to query the machine in English; the ma
chine will translate the request into index
language to search the files for “responsive
documents.” If more precision is needed in
the query, the machine will institute a con
versation to elicit greater precision. In trans
lating a query for processing against the index
file, the computer will be programmed to
apply relevant statistical, syntactic, and seman
tic analyses. It may be programmed to pro
vide abstracts of tentative selections from the
collection. Thus, the keyterm system of the
future will place a large part of the query
burden on the machine and processing at the
ultimate level will involve the computer in
“comprehending” a document (through statis
tical, syntactic and semantic analysis) with
an automatic extraction of information rather
than mere document retrieval. Statistical anal
ysis of text material is extant in presently
operating automatic retrieval systems and syn
tactic analysis is in the experimental stage.
Semantic analysis, a more difficult step, will
use the relationships between words and their
meanings, in context, to reduce such commu
nication problems as homographs (spelledalike words with different meanings) and dif
ferent forms of the same word. The author’s
ideal information system offers precision, flex
ibility, automatic indexing, conversational
query, on-line browsing, automatic informa
tion extraction, and syllogistic reasoning.
V.R.H.

"Communication and Information,” H. R.
Meadow, Data Processing Magazine, De
cember, 1964, Volume 7, Number 12.
An information retrieval system should per
mit the user to locate needed information
quickly and efficiently. Mrs. Meadow, author
of a most interesting and logical treatise, has
discussed two types of retrieval systems, (1)
a highly-structured classification system, to be
used when queries can be predicted and when
information remains stable (e.g. the telephone
directory) and (2) a more flexible keyterm
system, most useful when new information ac
crues outside of established categories and
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